
'. 'I '  
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4 .  	 S i n c e  the hill-burton program is administered by the Health 
Resources Administration,the requested waiver ofhill-burton 
charity care requirements cannotbe approved by HCFA. T h e  
commission may request a formal ruling from the Health Resources 
Administration as to whether a hospitalmay recover fromits 
patient care revenuesor other sources of income, the charity 
care costsit must incur becauseof the hill-burton assistance 
it received. 

5 .  	 The MHSCRC will undertake astudy of the ESRD treatments provided 
in Maryland to analyze theeffects ofthe present reimbursement 

practices on the frequencyof treatment, the level of treatment and 

the per patient maintenance and stabilization costs. MHSCRC
will 
also prepare recommendationson alternative reimbursement systems 
for ESRD based on the resultsof the study. A workplan nust be 
submitted to theHCFA project officer for approval by September 1, 
1980. 

The provisions and restrictions
of HCFA Contract No. 600-76-0140 including 
the C A P  formula guaranteeing alimit on Medicaid expenditures shall remain 
in effect. Any modifications to the Commission's rate setting methodology 
must be incorporated into the contract. 

Medicaid principles of reimbursement
shall be waived with respect to hospitals 

participating in the experiment and receiving payment under the experimental 

methodology. During their periods of participation, such hospitals shall be 

paid for services furnishedTO Medicaid recipients accordingto experimental 

payment methodology developed and promulgated by the Commission and approved 

by the Health Care Financing Administration. 


The waiversw i l l  be effectivef o r  a 3-year period beginningJuly 1, 1980 and 

ending June 30, 1983. 


. - d 

Your acceptance of the waivers as described hereinis required in writing. If  
any of these issues require further discussion, pleasefeel free to call on me 

or my staff. 


Sincerely yours, 

# . 


i l  ' 
I ,  ;' I 

/
Earl M. Collier, 3r. 

Acting Administrator 
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jul 7 I J W C: r , q  

medical assistance 
. policy administration 

TheHonorableHarryHughes 
GovernorofMaryland 
Annapolis,Maryland 21404 

Dear. Governor Hughes : 

Thankyou f o r  y o u r
of t h e  e x i s t i n g  

Washington, D.C. 20201 

8 8  jun 

3, r e q u e s t i n g  a c o n t i n u a t i o n  
i t a1  reimbursement waivers beyond 

S t a t e  of As you know, t h eJune  30, 1 9 8 3t h e  r e c e n t l y  

e n a c t e d  S o c i a l  S e c u r i t y  w i l l  p e r m i t  t h e  H e a l t h  Care 

F i n a n c i n g  A d m i n i s t r a t i o n  t o  c o n t i n u e  M e d i c a r e ' s  p a r t i c i p a t i o n  i n  S t a t e  

admin i s t e red  hosp i t a l  r e imbursemen t  con t ro l  sys t ems  as a p r o g r a m  a c t i v i t y  

r a t h e r  t h a n  as a s p e c i a l  d e m o n s t r a t i o n  p r o j e c t .  TheMarylandprogram w i l l  

b e  t h e  f i r s t  h o s p i t a l  paymentsystem t o  be cons ide red  f o r  t h i s  new program 

waiver. The n e c e s s a r yr e g u l a t i o n st oi m p l e m e n ts e c t i o n1 8 8 6 ( c )  of t h e  

S o c i a l  S e c u r i t y  A c t  are now b e i n g  d r a f t e d  a n d  w i l l  be i s s u e d  i n  August 

1983. 


To p e r m i t  t h e  c o n t i n u o u s  o p e r a t i o n  of y o u r  h o s p i t a l  paymentsystemand t o  

a s s u r e  a s m o o t h  t r a n s i t i o n  t o  t h i s  new program, I am ex tend ing  your  

present  Medicare  and Medicaid demonstrat ion waivers u n d e r  t h e  a u t h o r i t y  

of s e c t i o n  402 of t h e  S o c i a l  S e c u r i t y  Amendments of 1967 u n t i l  t h e  

r e g u l a t i o n s  are p r o m u l g a t e d - f o r  s e c t i o n  1 8 8 6 ( c )  a n d  t h e  S t a r e ' s  s y s t e m  

h a sb e e nc o n s i d e r e du n d e rt h i ss e c t i o n .D u r i n gt h i st r a n s i t i o np e r i o d ,  X 

have asked both my d e m o n s t r a t i o n  a n d  p r o g r a m  p o l i c y  s t a f f s  t o  work ve ry  

c lose ly  wi th  the  Mary land  Hea l th  Se rv ices  Cos t  R e v i e w  Commission t o  

a s s u r e  t h a t  a l l  t h er e q u i r e m e n t s  of t h e  new l e g i s l a t i o n  are c l e a r l y  

understood.  


. -

S e v e r a l  o t h e r  major changes i n  Medicate p o l i c y  h a v e  t a k e n  p l a c e  s i n c e  
theawardofourp rev iousdemons t r a t ionwa ive r s .  Two s i g n i f i c a n tc h a n g e s  
w h i c h  d i r e c t l y  a f f e c t  t h e  M a r y l a n d  p r o g r a m  are beingimplementedduring 
t h i s  t r a n s i t i o n  p e r i o d .  T h e s e  are t h e  .new Medicareprospect ivepayment  
rates f o r  d i a l y s i s  services which are e f f e c t i v e  A u g u s t  1, 1983,and 
the  Med ica re  hosp i t a l -based  phys ic i an  r equ i r emen t s  wh ich  go i n t o  f u l l  
e f f e c t  on October  1, 1983. We e x p e c tt h e s e  new r e q u i r e m e n t st og oi n t o  
e f f e c t  i n  M a r y l a n d  when you come unde rsec t ion1886(c ) .  A s  a r e s u l t ,  w e  
b e l i e v e  i t  i s  i m p o r t a n t  f o r  h o s p i t a l s  t o  b e g i n  now makingthenecessary  
ad jus tmen t stothoserequ i r emen t s .Accord ing ly ,  I am g r a n t i n gt h e  
d e m o n s t r a t i o n  w a i v e r s  f o r  t h e  t r a n s i t i o n  p e r i o d  w i t h  c o n d i t i o n s  t h a t  call 
f o r  theimplemen ta t ion  of t h e s e  new p r o v i s i o n s .T h ef u l l  set o fcond i t ions  
t o  t h e  waivers is  enc losed .  
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- Page 2 - The HonorableharryHughes 

The wa ive r s  andtheenc losed  
w i t h i n  21 ca lenda r  days  after 
of t h e  MarylandHeal thServices  
MarylandDepartmentofHealth 
w a i v e r s  i n  w r i t i n g  w i t h i n  t h e  

terms andcondi t ionsmustbeacceptedinwr i t ing  
t h e  d a t e  o f  t h i s  le t ter  by t h e  E x e c u t i v e  D i r e c t o r  

C o s t  Review Commission. The S e c r e t a r yo ft h e  
and MentalHygienemust a l s o  accept  the  Medica id  
same time frame. 

P l e a s e  l e t  m e  know i f  I can  be  of f u r t h e r  a s s i s t a n c e .  

S ince re ly  your s ,  

Carolyne K. Davis, Ph.D. 

Enclosure  
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TERMS AND c o n d i t i o n s  

Medicare andMedicaidWaiver fo rtheCon t inua t ionoftheMary landHosp i t a l  
P r o s p e c t i v e  Rate Set t ingExperimentbeyondJuly 1, 1983 

1. 	 MedicareandMedicaidprinciplesofreimbursement are  tobewaived 
w i t hr e s p e c tt oh o s p i t a l sp a r t i c i p a t i n gi nt h ee x p e r i m e n ta n d  
receivingpaymentundertheexperimentalmethodology.Duringtheir  
p e r i o d s  o f  p a r t i c i p a t i o n ,  s u c h  h o s p i t a l s  s h a l l  be p a i df o rc o v e r e d  
serv icesfurn ishedtoMedicareandMedica idpa t ien tsaccord ingto  
payment methodologiesdevelopedandpromulgated by t h e  Health S e r v i c e s  
.Cost ReviewCommission (HSCRC). 

2 .  	 Any s u b s t a n t i v ec h a n g e  in  t h ec u r r e n t  r a t e  s e t t i n gp r o c e d u r e sa n d  
methodologies of t h e  HSCRC s h a l l  be s u b j e c tt ot h ep r i o ra p p r o v a l  of 
HCFA b e f o r e  i ts  a p p l i c a t i o n  to Medicare andMedicaidpayments. 

3 .  	 The p r o v i s i o n sa n dr e s t r i c t i o n so ft h ep r e s e n tw a i v e r si n c l u d i n gt h e  
CAP fo rmula  gua ran tee ing  limits on MedicareandMedicaidexpenditures 
s h a l l  remain in e f f e c t .  

4 .  	 The MedicareandMedicaid 6 p e r c e n tp a y o rd i f f e r e n t i a lo n  HSCRC c h a r g e sf o r  
h o s p i t a l  services r ende redtoMedica re  and Med ica idpa t i en t s  w i l l  
remain i n  e f f e c t  f o r  t h e  d u r a t i o n  o f  t h i s  w a i v e r .  

5 .  	 Medicarepayment f o rs e r v i c e so fh o s p i t a l - b a s e dp h y s i c i a n s  w i l l  be 
made i n  acco rdancewi ththeappropr i a t eMed ica reregu la t ionsimplemen t ing  
sec t ion108of  P.L.97-248,The Tax E q u i t ya n dF i s c a lR e s p o n s i b i l i t y  
Act of1982. The HSCRC shou ldproposeto  HCFA f o ra p p r o v a l  byAugust 1, 
1983the i rp l anfo rimplemen t ing  this p r o v i s i o ni n c l u d i n gt h er e a s o n a b l e  
compensation tes t  f o r  " P a r t  A" p h y s i c i a n  services. 

6 .  	 Medicarepayment f o ro u t p a t i e n tr e n a ld i a l y s i sa n dr e l a t e dp h y s i c i a n  
and l a b o r a t o r y  services s h a l l  be made i n  a c c o r d a n c e  w i t h  t h e  a p p r o p r i a t e  
Medicareregulat ionsimplementingsect ion2145softhe Omnibus Budget. .
R e c o n c i l i a t i o n  Act of1981. 



& B  
C .  ' .  
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D E P A R T M E N T  O F  H E A L T HA N DM E N T A L  hygiene E 
2CI WEST PRESTON STREET B A L T I M O R E ,m a r y l a n d  21201 0 Area Code 301 0 383-

F Y  FOR DEAF ba l to  Area 383-7555; D . C .  metro 565-0451 
CharlesHarry Hughes. Governor R Buck. Jr., S c . 0 .  secretary 

C a o l y n e  K.  d a v i s  , ph.d 
depar tment  of h e a l t h  & human S e r v i c e s  
health c a r e  f i n a n c i i n g  a d m i n i s t r a t i o n  
w a s h i n g t o n  D .  C .  2C2G1 

Dear 3r. Devis: 

. J 
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t h ed e p a r t m e n t  of health and mentalhygiene - shall act ir! such  E way as t o  
complement m e d i c a r e s  p o l i c y  et r e f l e c t e d  i n  S e c t i o n  2145 of t h e  Omnibus 

g e t~ ~ ~ r e c o n c i l i a t i o n  A c t  of 1961. 

S i n c e r e l y ,  


c h a r l e s  R .  buch ,'Sc .D. 

Secretsecretary of 

health a d  mental hygiene 


bcc:  	 CS-CZU O f f i c i &  F i l e ,  fifth floor, O'Conor building 
CS-CZ,ii r e a d i n g  File, f i f t h  floor, O'Conor building 

czs,/E:.c/2r, 
7/1k/83 

! 



UNCOMPENSATED care payment mETHODOLOGY. 

n e  DisproportionateSharePaymentMethodolog is encompassed in various 

components of the overall rate-setting system in Maryland. The ongoins process of hospital 

rate-setting currently consists of four systems: 1) Rate Review; 2) Inflation Adjustment; 

3) Guaranteed Inpatient Revenue; and 4) Screening. Hospitals serving a disproportionately 

largeshare of poorerpatientsarerecognizedandcompensatedprimarily through the 

Inflation Adjustment System and the Screening System. An integral component of both of 

these systems is the determination of an appropriate provision for uncompensated care in 

a hospital's rates. This determination is made on a yearly basis through application of the 

incompensated Care Methodology. It is through the Uncompensated CarePolicy, described 

below, that the additional payment for Disproportionate Share hospitals is accomplished. 

In the rate review process, a hospital receives a straight markup in all of its approved unit 

rates for uncompensated care. For example, assume Hospital A has the following set of 

approved rates: 

RevenueCenter A: $350.00 

RevenueCenter B: $100.00 

I RevenueCenter C: $ 80.00 

Assume further thatHospital A'S bad debt and charity care experience is approved 

at  3% of total revenue. Hospital A is allowed to charge the unit rate established in its 

revenue centers plus 3 percent for uncompensated Care. Thus,the approved rates become: 

Revenue Center A: 5350.00 + 3% = $360.50 

Revenue Center B: 5100.00 + 3% = $103.00 . .  

d 
B 

i 
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RevenueCenter c: $ 80.00 + 3% = S 82.40 

If Hospital A's mix of patients changed during the year and alteredits uncompensated 

care factor, then the change would be incorporated in the rate adjustmenis for inflation. 

The Inflation Adjustment System constitutes the setting where a hospital's uncompensated 

care experience is evaluated on a yearly basis and accounted for in rates. For example, i f  

a hospital treated a greater number of patients unable to pay for their care this year than 

last year, then the corresponding increase in costs to the hospital would be reflected in the 

bad debt factor, and the hospital is compensated for those additional costs through a rate 

adjustment. 

Inspection of the regression equation immediately reveals thata hospital with a high 
J

disproportionatesharefactor will benefit, in that its regression-adjustedaverage costis 
f 
a

increased, thereby lessening a positive and widening a negative difference between actlid 

and regression-adjusted cost. As an example, consider the following scenario for fictitious 

Hospital A: 

acost 

CMACOST 

DISP 

RESBED 

b, & ­

-	- $3970 

--	 S3970 

--	 .4300 

-- .0900 

- .42000 

The Uncompensated Care Methodolog is the process by which the m a r y l a n d  

setting system recognizes bad debt and charity care as a part of a hospital's 

requirements. As withall other components of the Health Service& 
I .,-.&%*&ti-.::t.. .:*'.. ;c .-* 

. , y**.: .! -' 
,.> ep-"T;* 
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-to areasonablenessstandardbased on a regression analysis. The  regression analysis 

produces a predicted level of bad debt for  each hospital, which serves as the ceiling for ;:;e 

uncompensated care provision in rates. The estimating equation isreviewed annually and ,  

asaresult,theexplanatoryvariables may changeasbettermeasures of predictors are 

patients. 

The actual level of uncompensated care included in rates is based upon an analysis 

of the predicted amount, the actual amount incurred by the hospital, and the amount in 

rates. Also considered in determination of a hospital's level of bad debt in rates are  tie 

relative profitability of the institution, and its relative standing in charge per admission. The 

Uncompensated Care Methodologyis explained in greater detailin the following paragraphs. 

The UncompensatedCareMethodologycanbe divided intothreeparts:First, a 

regression equation is estimated using the most current statewide data. The most recent 

uncompensated care regression used Fiscal Year 1989 data and was adoptedby the HSCRC 

at its June 1990 public meeting. 

The uncompensatedcareempiricalmodel is a single equationmodelwherethe 

amount of actualuncompensatedcare as a percentage of grosspatientrevenue is 

hypothesized to be linearly dependent upon the following variables: 

MCAIDSSI - thepercentage of gross revenueattributedtoMedicaidand 

Medicare SSI patients 1 

- .. - ..  

, 
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-URBAN thepercentage of revenue for patients originating from 

Baltimore City and District of Columbia zip code areas and  

-EMGNMCAR - the patientspercentage of revenue of non-Medicare 

admitted to the emergency room 
.-

The specific form of the estimating equation is : 

-BDCHARD3 - b, + b, * MCAIDSSI + b, * PIPCOMM + b, * URBAN 

+ b, * EMGNMCAR 
-where BDCHARD3 - percentage of gross patientrevenueforuncompensatedcare 

Medicaidless state only day limit. B D C H A R D 3 p ­

calculated as follows: 

BDCHARD3 = (BDCHARD2 - (STATE 89/1000/(RELE - R D L O m :  

In the above equation,BDCHARD:! is calculated based on a hospital's RE Schedule 

and represents a hospital's actual uncompensated care as a percentof gross patient revenue. 

STATE 89 is the Medical Assistance Program's estimate of revenue effect of State only day 

limits. RELE is total gross revenue/1,000as reported on RE Schedule and RDLOm is 

outpatient renal dialysis revenue/1000. 

The creationof MCAIDSSI warrants some explanation. MCAIDSSIis the per 
. , 

k. I

of gross revenue attributed to Medicaid plus Medicare patients who are SSI eligible. $h&'. ,...:. 
- . ... *.. 

percentage of Medicaidrevenue is derived fromahospital's PDA schedule 

information is developed using a three-step process. First, the total number of p 

- ..for Medicare patientswho are SSI eligible was obtainedfrom Medicarefiscal ink 

- .. 
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